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Sun International

Online betting and non-gambling s
activity supports performance

#themes: online betting, non-gambling activity, land-based casino Sub industry Gambling
Sun International (SUI) FY23 results were marginally below expectations, albeit supported  Price (18 Mar 2024) R38.76
by online betting and non-gambling activity (tourism, conferences, sports, and events) while  market cap. (R m) 9,522
Urban Casinos and Sun Slots were a drag, underperforming SBGSe. Total income for the Enterprise value (R m) 15423
period was up 7% y/y (SBGSe: +8.3% y/y) with adj. EBITDA margin lower by 130bps y/y

to 28.1% (SBGSe: 30.4%) impacted by net diesel costs of R60m, shaving off c. 80bps. Adj.  Market cap. (USD m) 202
HEPS increased by +5.9% y/y to 468cps vs SBGSe: 479cps, and DPS grew by c. +6.7% y/y  Enterprise value (USD m) 797
(351cps vs SBGSe: 359cps). Cash conversion (Free Cash Flow/Adj. EBITDA) improved  ayqg. daily trade value (USD m) n/a
(FY23: 70.1%, FY22: 66.4%), reflecting the group’s flexibility to invest in growth and

provide additional shareholder returns. Post period end, trading activity is indicated to have  Free float (%) 59

marginally improved with SunBet and Resorts Hotels sustaining momentum. While election
uncertainty may cause a temporary pause in consumer leisure activity, we expect a rebound Relative price performance vs FTSE/JSE All Share
post-election.

Online betting and non-gambling activity tracks ahead. SunBet outperformed, exceeding o 0 100%
targets with sustained momentum expected to result in an upward revision of management’s ? 100 0% 2
medium-term target (GGR of R3bn by FY28E (previously R2bn by FY26E), >10% market g co% =
share). Key metrics (deposits, active unique players) reflect strong growth, aiding total g a0 é
income growth of +116.2% y/y. EBITDA margin was marginally higher h/h at 30.2% g 40 g
(1H23: 30.1%, FY22: 12.4%) with management indicating an FY28E EBITDA target of c. g 20 0% ©
R900m, implying a c. 35% margin. Resorts and Hotels was supported by tourism recovery 0 0%

15 16 17 18 19 20 21 22
ESG Score

(total income: +17.4% y/y). EBITDA margins expanded by 170bps y/y to 23.3% driven by
marked improvement at Sun City (up c. 340bps y/y to 23.6%).

e Relative price

Urban Casinos and SunSlots disappoints, the former likely to raise concerns regarding the
acquisition of Peermont. Urban casinos reflected modest growth as non-gambling activities
(rooms, food & beverage, +18% y/y) offset a contraction in core casino business (-1.3% Performance over
y/y). We note that the contraction in casino income could raise concerns regarding the  Absolute (%) -7.3 -5.5 0.4
structural growth outlook for land-based casinos in SA and subsequently the appeal of the g jtive %) 5.7 -3.0 0.5
Peermont transaction considering the businesses skew to urban casinos. In our view, risks
include: 1) pressure on consumer disposable income, 2) online betting competition, and 3) a
demographic shift towards digital entertainment. However, we believe physical casinos offer ~ The price relative chart measures performance against the South
an experience that cannot be replicated online. Additionally, although economic growth may /;g';: FTSE/.SE All Share which closed 2t 72430 on 18 Mar
be lacklustre, an increase in disposable income due to interest rate cuts could potentially

result in increased gambling propensity at land-based casinos. SBGSe shows a c. 75%

positive correlation between disposable income and casino gross gaming revenue. SunSlots

total income contracted by 2.7%, impacted by load-shedding, though we find SUI fared

better relative to the sector (c. -4%) potentially due to faster service delivery in our view,

especially when machines break down. LPM rollouts marginally increased supported by an

improvement in loadshedding over 2H23. However, a slow approval process has limited

further rollouts. In our view, reduced load-shedding intensity presents a positive outlook for

Sun Slots revenue and margins into FY24E.

Historical performance relative to FTSE/JSE All Share
™ 3M 12M

Source: FTSE/JSE All Share, SBG Securities Research
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We update our numbers post the results, reflecting tapered growth in Urban Casinos and
SunSlots. We adjust our estimated fair value range to R48 to R59 (previously R52 to R65),
providing potential total return of 34% to 63%, including a dividend yield of 77%. We
forecast adj. HEPS of 538cps and 558cps in FY24E and FY25E respectively. Our FY25E adj.
HEPS factors in the Table Bay Hotel lease expiration at the end of Feb’25 and the
subsequent management of the property (FY25E adj. HEPS impact of c. 25cps to 30cps).

Research Analyst

Key forecasts Dec21A Dec22A Dec23A Dec24E Dec 25E Dec 26E  Tinashe Hofisi

Revenue (R m) 8,334 11,302 12,096 12,683 13,068 13,792 Tinashe.Hofisi@shgsecurities.com

EBITDA (R m) 1,685 3,345 3,401 3,724 3,861 4,117 42711 415 4266

Adj. EPS (R)* 1.05 2.22 491 5.35 5.54 6.18

Prev. Adj. EPS (R) 1.05 2.22 4.91 5.40 5.90 627  Ya'eesh Patel

Adj. EPS (US$, at spot) 0.06 0.12 0.26 0.28 0.29 033 Yaeesh.Patel@sbgsecurities.com

Dividend Yield (%) n/a 95 8.6 10.4 10.8 12.0 +27 83 857 7899

PE (adjusted) 27.2 15.6 8.4 7.2 7.0 6.3

EV/EBITDA (adjusted) 7.3 4.1 4.3 3.9 3.7 3.4 www.standardbank.com/research

Source: Company financials, SBG Securities estimates*basic EPS not HEPS

IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS ARE IN THE DISCLOSURE APPENDIX. U.S. Disclosure: This research report has been commissioned by the subject
company accordingly, it is made freely available to the intended qualified recipients. As a recipient of this report, note that SBG Securities may be conflicted in the production
of this report, however internal policies are in place to ensure Analyst impartiality and independence. Please see full disclosures and disclaimers beginning on page 16.
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Figure 1: Divisional revenue and Adjusted EBITDA forecasts

FY21A FY22A FY23A FY24E FY25E FY26E

Total Income 8334 11302 12096 12683 13068 13792
Urban Casinos 5071 6719 6 731 6 829 6 927 7020
SunBet 182 339 733 1 094 1422 1706
SunSlots 1292 1 506 1 465 1 574 1704 1 861
Resorts and Hotels 1679 2572 3020 3 186 3015 3 206
vy growth A7 T% 35.6% 7.0% 4.9% 3.0% 5.5%
Urban Casinos 31.5% 32.8% 0.2% 1.6% 1.4% 1.4%
SunBet 32.8% 86.3% 116.2% 49 2% 30.0% 20.0%
SunSlots 45 8% 16.6% -2 7% 7. 4% 8.3% 9 2%
Resorts and Hotels 49 5% 53.2% 17.4% £.5% -5 4% 6.3%
EBITDA 1 569 3 495 3401 3724 3 861 4117
Urban Casinos 1433 2516 2370 2 454 2 509 2 558
SunBet -2 42 221 334 448 554
SunSlots 313 382 351 386 426 474
Resorts and Hotels -5H6 555 705 790 717 776
EBITDA margins 18.8% 30.9% 28.1% 29.4% 29.5% 29.8%
Urban Casinos 28.3% 37 4% 35.2% 36.9% 36.2% 36.4%
SunBet -1.1% 12 4% 30.2% 30.5% 31.5% 32.5%
SunSlots 24 2% 25.4% 24 0% 24 5% 25.0% 25 5%
Hesorts and Hotels -3.3% 21 6% 23.3% 24 8% 23.8% 24 2%
Adj. Diluted HEPS 44 433 465 535 554 618
yly growth 15.0% 36%  11.5%

Source: Company Data, SBG Securities analysis and estimates

Figure 2: Income contribution by division

Figure 3: EBITDA contribution by division
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Group Overview

Total income increased by +7% y/y in FY23 (SBGSe: +8.3% y/y) supported by
exponential growth in SunBet and robust performance in Resorts and Hotels. Urban
Casinos experienced muted growth, while SunSlots reflects the impact of load-shedding.

Adj. EBITDA Margin decreased by 130bps y/y to 28.1% (SBGSe: 30.4%) due to diesel
costs of R128m, which shaved off c. 80bps.

Operating expenses increased by +8.3% y/y.

Net interest charge was up +28% y/y due to a 2.7% increase in JIBAR.

Adj. HEPS increased by +5.9% y/y to 468cps (SBGSe: 479cps).

Cashflows and capital allocation

Payout ratio was maintained at 75%. As a result, DPS increased by c. +6.7% y/y
to 357cps (SBGSe: 359c¢ps).

ND/EBITDA improved from 1.8x to 1.7x (SBGSe: 1.5x).

Cash conversion (Free Cash/Adj. EBITDA) improved (70.1%, FY22: 66.4%),
reflecting the group’s flexibility to invest in growth and provide additional
shareholder returns.

Bottomline and Outlook

Post reporting period: Trading activity showed marginal improvement after the
reporting period. SunBet continues to outperform expectations and is on track to
deliver a significant increase in FY24E revenue. Resort and Hotels momentum
remains strong.

While the contraction in Urban Casinos income may raise concerns about the future
of land-based casinos and the attractiveness of Peermont transaction, investors are
likely to appreciate the overall business's resilience and strong cash flow
generation.

Reduced load-shedding intensity presents a positive outlook for margins and Sun
Slots revenue in FY24E.

While election uncertainty might cause a temporary pause in consumer leisure
activity, we expect a rebound post-election. Additionally, although economic
growth may be slow, an increase in disposable income due to interest rate cuts
could translate to increased gambling propensity at land-based casinos. There is c.
a 75% positive correlation between disposable income and casino gross gaming
revenue.

We estimate SUl is trading at 12-month PE of 7.2x and a 12-month DY of ¢.11%.

Figure 4: Group — Total Income (% y/y) and EBITDA Margin
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SA's online betting sector sees explosive
growth, with momentum for more.

Revised GGR expectations of R3bn (PY:
R2bn by FY26e) by FY28e, implies a Syr
CAGR of ¢. 27%
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SunBet

Poised for continued exponential growth in South Africa's thriving online
gambling market

SunBet continues to deliver exponential growth (FY23 total income: +116.2% y/y,
GGR: +125.3%, deposits: +162.5% y/y, first time depositors: +286.6% y/y, average
cash deposits: 162% y/y to R8.2m per day). As a result, management revised their
medium target to R3bn by FY28e (previously R2bn by FY26e), which implies a Syr
CAGR of c. 27%, translating to market share of >10% (CY23: 3.7%).

EBITDA margin was 30.2% (1H23: 30.1%, FY22: 12.4%) and ahead of expectations.
Management now expects to deliver EBITDA of c. 900m by FY28E, which implies
margin of >35%.

Figure 5: SunBet is among the top 10 online betting sites in South Africa Figure 6: SunBet GGR expected to deliver a 5yr CAGR (FY23-FY28E) of

with the highest web traffic
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Source: Company Data, SBG Securities analysis and estimates

We expect SunBet to benefit from
Peermont acquisition fuelling an
omni-channel strategy.
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Post the reporting period, SunBet continued its exceptional performance and is
expected to deliver significant growth in FY24E. YTD (Jan-Feb), average cash deposits
per day was R10.5m up c. +101% y/y. Our channel checks suggest that the sector is in
high growth phase and there is momentum for exponential growth to continue in the
next few years.

Our analysis reveals that the acquisition of Peermont (third largest gambling firm in SA)
is likely to expand the Sun International customer base bolstering the omni-channel
strategy and amplify SunBet’s growth. We estimate that SunBet has the eighth-highest
website traffic among online betting sites in South Africa, surpassing Bet.co.za, in which
Tsogo Sun holds a c. 50.1% stake.

Betting now accounts for c. 53% (Dec19: 25%) of total gambling gross gaming revenue
in South Africa, making it the main form of gambling. This has been largely driven by
online betting (GGR est. at 25bn) which has fuelled growth to surpass land-based
casinos (Mar23: 58%, Dec19: 35%).
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The allure of land-based casinos, with
their social atmosphere and exciting
ambiance, remains a factor even in the
age of online betting.

Figure 7: Land based casino revenue growth turned negative
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Urban Casinos

Non-Gambling activity supports Urban Casinos

Urban casinos delivered modest growth (FY23 total income: +0.2% y/y). Non-
gambling activity (rooms, food & beverage, and other: c. 18% y/y) helped to offset
negative growth on casino (c. -1.3% y/y) which fell below management’s expectations
of inflationary growth. Risks to casino growth could be:

1. Low disposable income due to elevated levels of inflation and interest rates.
2. Sales cannibalisation from online betting.

3. Shift in demographics: younger generations may be more drawn to digital
entertainment than tradition casinos.

However, we do not believe the sun has set on land-based casinos as the atmosphere,
social aspects and excitement of a physical casino cannot be replicated online.
Additionally, we expect casinos to adapt by focusing on:

1. Developing an omnichannel strategy to convert online traffic to foot traffic at
the land-based casino through loyalty programs.

2. Luxury experiences: High-end amenities, events, and restaurants to attract big
spenders.

3. Non-gambling attractions: Family-friendly activities, shopping, and dining to
create a broader destination.

EBITDA margin (pre-management fees) was down 220bps y/y to 35.2%. Diesel
increased to R80m from R51 and shaved off c. 120bps. However, the investment in
solar energy will help reduce reliance on the grid and lower overall costs, mitigating the
impact on EBITDA margins.

Figure 8: Urban Casinos EBITDA margins to remain stable despite low growth
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Sun City's achieved record Adj.
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Resorts and Hotels

Sun City shines as Resorts & Hotels momentum continued

Resorts and Hotels delivered a strong double digit (FY23: +17.4% y/y) fuelled by
continued momentum in domestic leisure, conferencing, sports and events and robust
recovery in holiday leisure activity. Hotel rooms was the top performer (+37% y/y
outperformed the sector: +31% vy/y). Food and other income (largely consist of
conference and entertainment income) were up +17% y/y and +10% y/y, respectively.
Resort Casinos, in contrast to Urban Casinos, delivered growth (+4% y/y) in FY23,
benefitting from increased holiday leisure activity in resort areas in our view.

EBITDA margin expanded by +170bps y/y to 23.3% driven by marked improvement at
Sun City (up c. 340bps y/y to 23.6%). However, margin contraction at Wild Coast Sun

EBITDA (R455m) (down c. 700bps y/y) limited further margin improvement largely due to diesel costs.
Figure 9: SUI hotel rooms revenue is outperforming the sector Figure 10: EBITDA margin improvement is largely driven by Sun City
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Source: Company Data, SBG Securities analysis and estimates

Outlook:

e Resorts and hotels momentum continued post the reporting period. However,
uncertainty surrounding elections and a weak economy could dampen consumer
confidence and limit growth.

e  Additionally, the Table Bay Hotel lease ends in March 2025 but Sun International
will manage the properties on behalf of the owners at a fee. As a result, we
estimate the impact on FY25E Adj. HEPS to be c. 25cps to 30cps.
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Figure 11: Load-shedding intensity is improving
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SunSlots

SunSlots outperforms sector despite load-shedding challenges

SunSlots total income was down -2.7% y/y reflecting the impact of load-shedding.
Recall, Sun Slots sites are mostly pubs and in areas that may be deemed unsafe
especially during power cuts. Hence, the decline in game play and footfall. However, the
decline was better than the sector's performance, possibly due to faster service delivery,
especially when machines are down. EBITDA margins were down c. 140bps y/y to 24%.

LPMs roll-out increased by +1.4% y/y in CY23 implying an improvement in 2H23 (c.
+5% y/y, 1H23: -1.7% y/y) as load-shedding intensity dissipated. Further rollouts
were limited due to slow approval processes from the regulators. This could delay
management expectations of achieving their target of 6,500 machines by FY27E.

Outlook: Once trading activity normalizes after the load shedding subsides, we expect
this division to provide significant support to the Group. This is due to the inherent
defensiveness of these operations. Their small maximum bet size of R5 and the appeal
of jackpot wins naturally position them as defensive, as players only require a small
amount (R5) to play.

Figure 12: LPMs impacted by load-shedding, but SunSlots is faring better =~ Figure 13: SunSlots estimated to recover in FY24E as load-shedding
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Figure 14: The Peermont transaction could
potentially cement SUI’s competitive position
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Figure 15: Peermont Group (P.G)
premium to Sun International (SUI)
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Figure 16: SUI is targeting ND/EBITDA of 2x within

24-36 months post transaction
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Figure 17: Both PGH and SUI exhib
ahead of cost of debt
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Peermont: Second throw of the dice

Shareholder approval

On 4 March 2023, the deal received overwhelming support with c. 81% of total
shareholders voting in favour despite concerns about gearing and Peermont’s premium
valuation (PE: c. 9.1x vs. SUl: c. 8.3x). This reflects shareholders' belief in
management's plans to rapidly reduce debt (within 24-36 months post transaction),
which consist of:

1. Disposing smaller assets within Sun International and Peermont, with a
combined valuation of c. R2bn to 2.9bn.

e Disposing these smaller assets might be challenging given that the
majority have subpar EBITDA margins.

e  Nonetheless, interested investors could be (@) GMB Liquidity Corporation
(attempted a takeover bid on Grand Parade Investment — has a portfolio
concentrated towards gambling), (b) RECM (owner of Goldrush) or (c)
any of the online betting firms such as Hollywood bets or Betway for the
mere purpose of developing an omni-channel strategy essential in
providing seamless gaming experience to its customers.

2. Refinancing Peermont debt.

Additionally, the earnings quality of both Sun International and Peermont is strong,
shown by EBIT vyields exceeding the cost of debt, explaining why management is
comfortable funding the transaction entirely with debt.

Next steps and potential challenges

The next steps involve obtaining approvals from the Competition Commission and The
National Gambling Board. Similar to 2015, the Competition Commission is likely to raise
concerns about competition due to the high concentration levels in the central Gauteng
Gambling Market. However, management is optimistic about overcoming these
regulatory hurdles this time around. To address these challenges:

1. Sun International appointed an independent economic researcher with
specialization in competition issues.

2. Secondly, we believe Sun International could dispose Carnival City (est. value at c.
R900m to R1.2bn) to minimize concerns around concentration levels.

3. Tsogo Sun acquisition of Emerald Casino in 2022 set a precedent, leading to the
ownership of four of seven casinos in the Gauteng. However, Emerald Casino is a
smaller casino outside the central Gauteng gambling market where concentration is
an issue.

4.  We believe Sun International could potentially dispose of Carnival City (est. value at
c. R900m to R1.2bn) to minimize concerns around concentration levels.

The transaction is expected to be completed by 31 December 2024.
Potential impact on value

We estimate that post-acquisition (incl. cost synergies), Peermont could add 200cps -
300cps to SUI's intrinsic value. However, excluding cost synergies, there could be a -
40cps to -50 cps drag. Therefore, reducing the finance expense arising from the
increased debt could offset potential valuation drag (ex. cost synergies) and unlock
more value for shareholders.

Bottomline: We acknowledge management's rationale behind acquiring Peermont to
expand their customer base and support their omni-channel strategy. However, the
recent contraction in land-based casino income could raise concerns about the
attractiveness of the Peermont transaction given its primary focus on this segment.
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Additionally, upon the conclusion of the transaction, we estimate that ND/EBITDA is
likely to rise to 2.6x resulting in dividend pay-out cut from 75% to 50%, implying a
dividend yield of c. 7% to 8% which we believe will still be attractive relative to its
peers.

Valuation: We value SUI between R48 and R59

We use four methods to determine our equity valuation range for Sun International.
These include, DCF, ROIC-IC, relative PE multiple and relative EV/EBITDA sum of the
parts. We highlight that Sun International and its South African peers do not have
consensus-based forward multiples. Therefore, to overcome the limitation of forward-
looking multiples on consumer services on the JSE, we used MSClI EM consumer
discretionary as a proxy and compared it with the MSCI US consumer discretionary. This
helped us determined the discount to apply on global peers to get an implied multiple
for Sun International.

Figure 18: Sun International FVVR ranges between R48 and R59
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Source: Company reports, SBG Securities analysis and estimates

Discounted cash flow valuation: R51

Based on our discount cash flow valuation, we estimate a fair value of R50 implying a
total return of 40% (including DY: +11%). Below, we show the parameters we used to
calculate a WACC of 14.57%.

Figure 19: WACC calculation for Sun International

Capital Allocation Cost of Equi Cost of Debt

Equity Weight 70% Rf= 10.4% Pre-Tax 8.1%
Debt Weight 30% E(Rmkt) = 6.00% Tax rate 27%
Total 100% 3yr. Beta (Levered) 1,32

WACC = 14.57% Re= 18.29% Rd (after tax) 5.9%

Source: SBG Securities analysis and estimates, Bloomberg, and Company financials

In determining the DCF valuation, we applied long-term growth of 4.3% in line with
Standard Bank Research long-term CPI forecast.

Figure 20: Sun International DCF valuation summary

DCF FY23A FY24E FY25E FY26E FY27E FY28H

EBITDA 3647 3964 4099 4363 4624 4859
Less Tax -555 -873 -905 -985 -1067 -1137
Change in net working capital -159 237 -22 22 19 -14
Less CAPEX -1239 -1141 -1 045 -1103 -1161 -1209
FCF 1694 2186 2127 2296 2415 2 498
Present Value 1694 1987 1687 1590 1459
5yr Horizon 8416 40%

Terminal Value 12 827 60%

Enterprise Value 21244 100%

Net cash/(debt) -5993

Equity Value 15 251

Shares in Issue 246

Future Value R51

Source: Company financials, SBG Securities analysis and estimate
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Regressed EV/IC valuation: R48

For our EV/IC valuation, we created a scatter plot of invested capital values versus
forecast ROIC estimates for global listed gambling and resorts companies. Thereafter,
we applied a linear regression line with the highest R-squared value to the scatter plot.

We calculated the implied EV/IC that Sun International should be trading on relative to
its peers using the line of best fit coupled with an applied a discount of 30%
(differential between large and mid-to-small caps, i.e., liquidity discount) which
translated to an implied enterprise value. Our analysis implies an enterprise value of
R21bn and an equity value of R15bn.

Figure 21: Regressed EV/IC versus ROIC analysis indicates an EV/IC ratio of 2.3x and an implied EV of R21bn (equity value of R15bn)

EV/IC versus ROIC valuation EV [ ROIC EV/IQ 4.0x
SJM Holdings* 35639 43768 7% 1.0x ' - °
Sands China* 26911 8685 26% V' S LeEsliilmiciisSh
Las Vegas Sands* 45 353 18 941 19% 2.6x ' i
Red Rock Resorts* 8915 3607 19% 2.6x m
Penn Entertainment* 5205 14 859 5% 0.3x 3.0x
Melco Resorts* 9528 6 992 11% 1.5x o poss
MGM Resorts* 17 415 38914 5% 0.4x 525" -
Wynn Resorts* 18176 12 004 12% 1.6x
Boyd Gaming* 9156 5473 17% 1.7x 2,0x
Caesars Entertainment* 19 350 30 667 9% 0.7x e
Sun International 21276 9279 17% 2.3x 1,5x '
Net Debt -5993
Equity Value 15 283 1,0x e -
Shares 246 e
Fair Value 62.2 0,5x .0
Liquidity discount 30%
Future Value R48 0,0x
0% 5% 10% 15% 20% 25% 30%

ROIC

Source: SBG Securities analysis and estimates and Company financials, *EV and IC in USD

Forward relative PE multiple: R49

We utilised an applied forward PE multiple methodology, using SBGS’ SUI earnings
forecast. The global peer group has an average 12-month forward PE of 20x over 10
years, although these peers benefit from a valuation premium based on their domiciled
exchanges. We found that the MSCI Emerging Markets consumer discretionary has
traded at a discount of approximately 35% to the MSCI US consumer discretionary over
the past 20 years. Therefore, by discounting the peer group multiple by approximately
35%, we arrived at an implied 12-month forward PE of c. 10x. Based on this, we arrived
at a PE multiple of 14x. Given the limited urban casino growth and lower than expected
performance in SunSlots we have revised the PE to 13x (previously 14x), which implies
a fair value of R70. Additionally, we applied a liquidity discount of 30%, resulting in a
future value of R49.

Figure 22: 1 yr. Fwd. PE valuation summary. On the right-hand side: 1yr Fwd. PE (MSCI Consumer Discretionary — EM versus US) and discount %
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EV/EBITDA relative multiple: R59

We utilised a sum-of-the-parts EV/EBITDA methodology to value the different
segments of the company: Urban Casinos, Sun Slots, SunBet, and Resorts and Hotels.
To determine the appropriate multiples, we looked at a peer group of five companies for
each division.

Historically, the MSCI Emerging Markets one-year forward EV/EBITDA has traded at a
discount of around 30% to MSCI US consumer discretionary. Based on the peer group
analysis, we found that the average 15-year one-year forward EV/EBITDA multiples for
the Urban Casinos and SunBet segments were c. 8.7x and c. 9.8x, respectively, while
the Resorts and Hotels segment had an average multiple of c. 13.63x. However, for
SunBet, we did not apply the discount, as we believe it will unwind quickly considering
its exponential growth potential in EBITDA.

This led us to an implied one-year forward EV/EBITDA of 9.5x for Resorts and Hotels
and 6x for Urban Casinos. However, we revised the Urban Casinos multiple to 5x
(previously 6x) factoring lower than expected growth in land-based casinos.
Additionally, given that SunSlots trades at lower EBITDA margins than Urban Casinos
and its growth was also lower than expected we adjusted the multiple to 4.5x
(previously 6x). These adjustments resulted in a fair value of R76.7. Considering that c.
70% of Sun International's shares are held by long-term investors, we then applied a
liquidity discount of 30%, which reflects the differential between large-cap and mid- to
small-cap stocks. As a result, we arrived at a future value of R59. Our implied blended
EV/EBITDA is 4.3x.

Figure 23: 1 yr. Fwd. EV/EBITDA SOTP valuation summary
Rolled Adj. EBITDA Adj. EBITDA % y/y  Adj. EBITDA Margin 12-month EV/EBITDA

Casinos 2471 -6% 35% 5.0x 12108
Sun Slots 398 -8% 24% 4.5x 1792
SunBet 369 426% 30% 9.8x 3604
Resorts and Hotels 768 27% 23% 9.5x 7 323
Total 24 827
Net debt -5993
Equity Value 18 834
Shares in issue 246
Fair value R76.7
Liquidity discount 30%
Future value R59

Source: SBG Securities analysis and estimates and Company financials

Figure 24: 1 yr. Fwd. EV/EBITDA (15yr average)- Peer Group summary

Casinos and Sun Slots EV/EBITDA (x) Betting EV/EBITDA (x)  Resorts and Hotels EV/EBITDA (x)
Las Vegas Sands 9.8 Flutter Entertainment 14.2 Marriott International 14.0
MGM Resorts International 7.7 Entain 7.5 Hilton Worldwide Holdings 15.4
Wynn Resorts 7.9 888 8.1 InterContinental Hotels Group 12.8
Galaxy Entertainment Kindred Group 9.4 Wyndham Resorts and Hotels Inc 13.2
Melco Resorts and Entertainment 9.1 GVC Holdings AccorHotels 12.8
Peer Average 8.7 9.8 13.6

Source: SBG Securities analysis and estimates and Company financials
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Investment risks

Online Betting cannibalisation: Land-based casinos face the risk of limited growth as
players shift to online betting platforms. However, we believe the unique offerings
of land-based casinos cannot be fully replicated online.

Disposable income trajectory. While economic growth may be slow, an increase in
disposable income due to inflation and interest rate cuts could translate to increased
gambling propensity at land-based casinos. We estimate, there is c. a 75% positive
correlation between disposable income and casino gross gaming revenue.

Tsogo Sun Relocation in Western Cape: Tsogo Sun has recently applied to relocate
from Caledon to Helderberg Strand (c. 35km from SUI's GrandWest). Management
believes it may not be severe; we feel this is because Helderberg in Strand appears
to attract less leisure traffic than the area in which GrandWest is located.

Smoking ban legislation probable: The implementation of the Smoking Bill faces
pushback, parliamentary discussions in May 2023 resulted in a split decision. In
December 2023. Since December 2023, the Portfolio Committee of Health have
been visiting provinces across the country holding hearings on the Tobacco and
Electronic Delivery Systems Control Bill. The bill is unlikely to pass in the short term
and may be delayed by a few years. Management has advised that following the
passage of the bill, it expects revenue to decrease by between 12% and 20%, with
recovery anticipated within two years, based on empirical evidence.

Weaker rand to support tourism demand. We believe a weaker rand this year will
have a double-edged effect on tourism. International tourists will find it much
cheaper to travel to South Africa and receive more value for their money. For locals
as it is becoming more expensive to travel outside South African borders, they will
end up considering exploring more local destinations.

Load-shedding: SunSlots operations are more vulnerable to load-shedding than
other divisions in the Group. Recall, Sun Slots sites are mostly pubs and in areas that
may be deemed unsafe especially during power cuts. Hence, the decline in game
play and footfall.
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Financial statements

Figure 25: Income statement

INCOME STATEMENT FY21A FY22A FY23A

Net gaming wins 5065 6632 8997 9555 10337 10970 11510 12 025
Revenue 989 1180 2305 2686 2893 3083 3244 3413
Other Income 0 522 0 0 0 0 0 0
INCOME 6054 8334 11302 12096 12683 13068 13792 14517
Consumables and services -789 -1193 -1398 -1328 -1262 -1199 -1139 -1082
Depreciation and amortisation -863 -828 -800 -923 -971 -1015 -1 062 -1111
Employee costs -1674 -2146 -2309 -2436 -2 550 -2670 -2796 -2 927
Impairment of assets 0 0 0 0 0 0 0 0
Levies and VAT on casino income -1568 -2146 -2202 -2341 -2 472 -2 599 2722 -2 859
LPM site owners commission -362 -438  -440 -503 -544 -563 -588 -641
Promotional and marketing costs -341  -464  -473 -568 -653 -718 -790 -869
Property and equipment rentals -26 -62 -141 -70 -72 -76 -80 -83
Property costs -729 -850 -967 -1112 -1252 -1391 -1535 -1 689
Net impairment (losses)/gains on financial assets -10 -11 -25 0 0 0 0 0
Other operational costs -663 -721 -838 -603 -402 -460 -498 -363
Time Square settlements 0 0 0 0 0 0 0 0
Total Operating Expenses -7025 -8859 -9593 -9882 -10178 -10691 -11209 -11624
Operating profit/(loss) 1309 2443 2503 2801 2890 3101 3308 3489
Foreign exchange losses -30 -71 -87 0 0 0 0 0
IFRS 9 extinguishment adjustment 43 0 0 0 0 0 0 0
Finance income 45 20 29 14 12 7 12 20
Finance expense -609 -515 -662 -321 -316 -294 -272 -259
Change in estimated redemption value of put option -184 -510 -13 0 0 0 0 0
Share of profit of investments accounted for using the

equity method 0 1 0 0 0 0 0 0
Profit/(Loss) before tax 574 1368 1770 2495 2585 2814 3047 3249
Tax -192  -603  -555 -873 -905 -985 -1 067 -1137
Profit/(loss) for the year from continuing operations 382 765 1215 1621 1680 1829 1981 2112
Loss for the year from discontinued operations -2 0 173 0 0 0 0 0
Profit/(loss) for the year 380 765 1388 1621 1680 1829 1981 2112
Profit/(Loss) for the year attributable to: 380 765 1388 1621 1680 1829 1981 2112
Minorities 117 210 183 308 319 311 337 359
Ordinary shareholders 263 555 1205 1313 1361 1518 1644 1753

Source: SBG Securities analysis and estimates and Company financials
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Figure 26: Balance sheet

BALANCE SHEET FY21A  FY22A FY23A

Non-Current Assets 11445 11669 11976 12 097 12 071 12 059 12 057 12 053
Property, plant and equipment 9 091 9 054 9294 9439 9437 9 448 9 469 9 486
Intangible assets 902 818 820 796 772 749 727 705
Other non-current assets 1452 1797 1862 1862 1862 1862 1862 1862
Current Assets 1686 1822 1488 1667 1643 1599 1776 1996
Inventory 88 118 135 131 124 118 112 107
Trade and other receivables 1224 1130 940 1181 1217 1285 1352 1408
Cash and cash equivalents 374 546 383 324 271 166 282 451
Other current assets 0 28 30 30 30 30 30 30
Non-current assets held for sale 26 55 106 106 106 106 106 106
TOTAL ASSETS 13157 13546 13570 13870 13 820 13764 13 940 14155
EQUITY AND LIABILITIES

CAPITAL AND RESERVES 1716 2032 2010 2410 2 809 3214 3647 4098
Ordinary shareholders' equity before put option reserve 3293 3643 3425 3753 4094 4473 4 884 5322
Put option reserve -1286 -1286 -1286 -1 286 -1286 -1 286 -1286 -1 286
Ordinary shareholders' equity 2007 2357 2139 2 467 2808 3187 3598 4036
Minorities' interests -291 -325 -129 -57 2 27 48 61
NON-CURRENT LIABILITIES 8200 7802 7047 7 844 7 444 7 044 6 804 6564
Borrowings 6716 5914 4957 5754 5354 4954 4714 4474
Trade payables and accruals 0 127 118 118 118 118 118 118
Other non-current liabilities 1484 1761 1972 1972 1972 1972 1972 1972
CURRENT LIABILITIES 3241 3712 4513 3616 3567 3506 3489 3493
Borrowings 1242 1538 2336 1439 1339 1239 1179 1119
Trade payables and accruals 1827 2014 2 000 2 000 2051 2 090 2133 2197
Other current liabilities 172 160 177 177 177 177 177 177
Non-current liabilities held for sale 0 0 0 0 0 0 0 0
TOTAL LIABILITIES 11441 11514 11560 11 460 11011 10550 10293 10 057
TOTAL EQUITY AND LIABILITIES 13157 13546 13570 13 870 13 820 13764 13 940 14 155

Source: SBG Securities analysis and estimates and Company financials
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Figure 27: Cash Flow Statement

CASH FLOW STATEMENT FY21A FY22A FY23A

Operating profit/(loss) — continuing operations 1309 765 1215 2801 2890 3101 3308 3489
Operating loss — discontinued operations -2 0 173 0 0 0 0 0
Adjustments for non-cash transactions 315 2881 2322 1003 1051 1095 1142 1191
Working capital changes -73 37 5 -237 22 -22 -19 14
CASH GENERATED BY OPERATIONS BEFORE: 2158 3683 3715 3567 3963 4175 4431 4694
Tax paid -449  -436  -497 -873 -905 -985 -1067 -1137
CASH GENERATED BY OPERATING ACTIVITIES 1709 3247 3218 2694 3058 3190 3364 3557
Purchase of property, plant and equipment -550 -922-1194 -1141 -1045 -1103 -1161 -1209
Investment income received 4 7 12 14 12 7 12 20
Purchase of listed shares 0 -374 -4 0 0 0 0 0
Net disposals/(acquisitions) 18 -83 -13 18 20 20 21 22
CASH FLOWS FROM INVESTING ACTIVITIES -528-1372-1199 -1110 -1014 -1076 -1128 -1167
(Decrease)/increase in cash and cash equivalents -195 174  -111 -59 -53 -105 115 170
Foreign currency effect 31 -2 -52 0 0 0 0 0
Cash and cash equivalents at beginning of the year 538 374 546 383 324 271 166 282
CASH AND CASH EQUIVALENTS AT END OF THE YEAR 374 546 383 324 271 166 282 451
Cash held by discontinued operations 0 0 0 0 0 0 0 0
CASH AND CASH EQUIVALENTS AT END OF THE YEAR 374 546 383 324 271 166 282 451

Source: SBG Securities analysis and estimates and Company financials
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